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Operations 


Stores and 
Leased 
Departments 


Fiscal Years Ended June 30 

1971 

1970 

Net Sales 

$172,200,853 

$155,964,997 

Income Before Federal Income Taxes 

7,701,881 

7,447,338 

Net Income 

4,095,881 

3,747,338 

Net Income Per Share 

2.46 

2.25 

Dividends Per Share 

1.20 

1.20 

Working Capital 

26,681,612 

22,986,096 

Current Ratio 

1.9 to 1 

1.9 to 1 

Shareholders’ Equity 

31,279,196 

29,178,363 


Years Ended June 30 

1971 

1970 

1969 

1968 

1967 

Gray Drug Stores 

153 

119 

115 

113 

113 

King Discount Drug Stores 

14 

15 

14 

22 

22 

Leased Dept’s in Stores of Other Retailers 

28 

26 

24 

21 

25 

Department Stores 

27 

23 

22 

22 

8 

Total Outlets Excluding 

Intra-Company Leased Dept’s 

222 

183 

175 

178 

168 

Leased Dept’s Operated by Our Own 

Divisions in Stores of Other Divisions 

43 

31 

28 

25 

19 

Stores Remodeled and Enlarged 

15 

23 

26 

28 

30 















Gray Drug Stores, Inc., improved net income 
and earnings per share, increased sales for the 
21st consecutive year, and made excellent 
progress in its continuing major growth program 
during the fiscal year ended June 30,1971. 

Net income was $4,095,881 or $2.46 a share 
compared with $3,747,338 or $2.25 a share for 
the preceding 12 months. Sales totaled 
$172,200,853, an increase of 10 per cent over 
the $155,964,997 of a year ago, and total 
revenues including rent from leased depart¬ 
ments were $174,253,470. 

While these results include expenses related 
to two significant acquisitions completed late in 
the fiscal year, the beneficial effect of these will 
be reflected in the new fiscal year now under 
way and in future years. 

The extent of our renewed growth momentum 
and the strengthening of our position as one of 
the nation’s leading drug chains and as a large 
and growing owner of discount department 
stores is indicated by the following summary of 
important developments during the past year: 

1 — A net gain of 12 outlets by our drug division, 
exclusive of a large acquisition. This was the 
greatest number of new units opened during any 
year of our recent history. 

2— Acquisition in May of 27 drug stores in 
Florida for about $4,000,000 cash, bringing 
the year’s increase in drug outlets to 39. 

3— Construction of a 276,000 square foot drug 
division distribution center opened in suburban 
Cleveland last month. 

4 — Opening of one large department store, 
expansion of another, and the start of work on 
two others. 

5— Acquisition of three large discount depart¬ 
ment stores in Columbus for about $3,000,000 
cash, bringing the number of department stores 
we operate to 27 at the fiscal year-end, 
compared with 23 a year ago. 

6— Acquisition of eight apparel departments 
formerly operated in our department stores on 
a leased basis. 

7— Opening of a 190,000 square foot new 
headquarters and distribution center at Toledo 
by our Bargain City Stores Division. 

8 — Start of work on a 145,000 square foot 
addition to our existing 80,000 square foot 
Rink’s Department Stores Division headquarters 
and distribution center in Cincinnati. 

These various programs add up to approx¬ 
imately $21,000,000 in new equipment, added 
inventory, cash acquisitions and new construc¬ 
tion, although our actual cost is considerably 
lower than this, since most of our new facilities 
are being occupied on a leased basis. In total, 
we opened or began work on over 1 V 2 million 
square feet of new selling and distribution 
area during the past year alone ... an area 
equivalent in size to 33 football fields. 


Sales are expected to exceed $200,000,000 
during the current fiscal year, which would be 
a doubling of our volume in just five years. 

We have renewed our growth momentum in 
every division ... in four separate but related 
businesses ... 167 retail drug stores, 28 leased 
departments in the stores of other retailers, 27 
department stores, and an extensive photo 
processing operation ... a total of 222 retail 
outlets exclusive of 43 leased departments 
operated by our divisions in stores of other 
divisions. Expansion of one division can 
lead to more sales and profits for another. 

Our recent acquisition of 27 drug stores in 
Florida and three discount department stores in 
Ohio will add much to our growth during the 
current year. In addition, 12 new drug division 
outlets plus two new department stores are 
already scheduled for opening this year. 

Our growth formula of expansion from strong 
regional bases is working well. It gives us a 
substantial edge over competitors too far 
scattered geographically to maintain aggressive 
local marketing programs and close manage¬ 
ment and profit controls of the type that we 
provide. And, in Florida, we now have an 
excellent new regional foundation for growth. 
Also, the vast expansion of our distribution 
facilities means that each division is being 
provided completely modernized and greatly 
enlarged distribution facilities and systems for 
maximum efficiency in serving present and 
projected new stores. 

We have invested heavily in time, effort and 
money to prepare for future growth, and are 
now reaching the point where we can expect 
corresponding benefits. Profits and earnings per 
share remained at substantial levels during 
recent years in spite of adverse circumstances, 
a fact that indicates the strength and stability of 
our basic operation. Income now has turned 
upward again in line with long term trends. 

While we continue to face large expenses in 
connection with current projects, our accel¬ 
erated growth provides us with an outstanding 
opportunity for continuing profit progress during 
the current fiscal year and for the development 
of steadily improving profit margins in future 
years as the result of projects already completed 
or now under way. Any betterment in the 
national economy and consumer spending 
patterns would speed this trend. 


Sincerely, 



Jerome A. Weinberger, 
President and Chief Executive 


September 24,1971 


Letter to 
Shareholders: 



Jerome A. Weinberger 
President and Chief 
Executive 
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Operations 

Review 

and 

Growth 

Planning: 


Drug Division Progress 

Sales of our drug division including our 
Superior Laboratories film processing plants 
totaled $99,100,000, an increase of eight per 
cent over the preceding year, and with the 
added sales from the new Florida stores 
acquired in May, it is now operating at a rate 
approximating $110,000,000 a year. 

Consumer spending in most of our service 
area was depressed during the early part of the 
fiscal year by the General Motors strike, and 
later by uncertainties related to the possibility of 
a steel strike, as well as by the generally 
depressed national economic climate. Sales 
of existing stores increased in spite of these 
problems, but at less than a normal rate. 
However, our remerchandising program to 
emphasize the most profitable product lines, 
and belt-tightening to hold the line on costs, 
enabled the drug division to maintain profits in 
spite of the relatively small sales increase. 


New drug stores were opened at the Alliance 
Plaza in Alliance, Ohio; Greenwood Mall in 
Toledo; Stadium Plaza in Bowling Green, Ohio; 
the Village Mall in Canton, Ohio; the new 
downtown Cincinnati Center; the Beaver Valley 
Mall in Monaca, Pennsylvania; and the Chau¬ 
tauqua Mall in Lakewood, New York. All of 
these are in new shopping centers, four of which 
are enclosed malls. Shopping center stores 
were acquired in Berea and Shaker Heights, 
Ohio, in addition to the new Florida chain, and 
three marginal stores were sold or closed. 


Eight leased prescription, health and beauty 
aids departments were opened ... in Columbus, 
Canton, Youngstown and Toledo, Ohio, and 
Louisville, Kentucky, and two departments 
in Virginia were sold. Four of the new leased 
departments are in our own department stores. 


Florida Planning 

Our purchase of 27 drug stores in southeast 
Florida, along with our previous experience in 


operation of four drug stores of our own in this 
area, gives us a 31 -store base for growth in a 
new and promising area. 

Gray has traditionally been a regional chain, 
seeking a high degree of saturation in a basic 
area within which we can maintain close 
management controls and distribution 
efficiency, build an advertising umbrella, 
establish good relations with shopping center 
developers, and truly get to know the needs 
and desires of consumers. This program has 
worked well for us in Ohio and adjacent states, 
where most of our outlets are now located, and 
is being extended to Florida. 

The purchased stores are in an area between 
Homestead in the south and New Smyrna 
Beach in the north, covering a total of 13 cities. 
They are well-located, generally in shopping 
centers, and our acquisition of the Florida chain 
included a 65,000 square foot distribution center 
at Fort Lauderdale. 

A highly experienced Gray Drug management 
team was transferred to Florida following 
completion of the acquisition in mid-May. It 
immediately began a program of remerchan¬ 
dising the acquired stores, filling them with our 
product lines and changing store layouts to 
conform to our marketing patterns. This work is 
just being completed. 

Gray Drug has tested the Florida market 
carefully during recent years. Population there, 
of course, is growing. Prescription sales in an 
area where there are many retired persons are 
brisk. One difference from our Ohio market is 
that food service departments do well in Florida, 
and most of the acquired stores have such 
departments. Our own stores in this area have 
been very profitable, and there is every 
indication that we can develop similar earnings 
in the acquired stores. 

We are actively seeking new locations, and 
believe that our Florida operation will develop 
into a significant new profit center for Gray Drug. 
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Prescriptions 

6 Millions 



Florida has become an important new area for drug 
division operations . Map above shows the 13 
Florida cities in which we now operate 31 drug 
stores, 27 of which were recently acquired. Awards 
for filling 50 million prescriptions were made to 
Gray Drug last year by Lederle Laboratories, 
Owens-Illinois, and Upjohn. In photo at left, Jerome 
A. Weinberger, president of Gray Drug, and Adolph 
Weinberger, founder and honorary chairman, are 
shown with the Lederle plaque. During the past year, 
our pharmacists filled 5,255,000 prescriptions. 
Photos above show typical scenes in our 
drug stores. 
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New Distribution Center 

The drug division’s new distribution center 
doubles previous warehousing capacity. It 
features large receiving and shipping areas and 
highly automatic handling equipment for fast 
movement of some 9000 stockkeeping items. 
Large gravity racks keep fresh supplies 
constantly available for transfer to the main 
materials handling system, and telescoping 
conveyors mounted on tracks feed assembled 
shipments for individual stores directly into 
trucks waiting at the 10-position enclosed 
loading dock. Inventory will be turned over 
approximately 12 times a year, and is controlled 
through our central computer system. A special 
humidor room is provided for tobacco products, 
and refrigeration facilities for prescription 
items. A greatly expanded sign and printing 
shop also is a part of the center. We anticipate 
that this large new distribution facility will serve 
as a base for continuing drug division expansion 
and at the same time provide substantial 
savings through greater operating efficiency. 

More Outlets Planned 

Opening of 12 new units already is scheduled 
by the drug division during the current year. A 
new drug store has been opened in the Franklin 
Park Mall at Toledo and another is being 
planned. This will give the division three drug 
stores and a foundation for expansion in the 
Toledo area, where we previously had no drug 
stores until last year. A new store has just been 
opened in Huron, Ohio, and other stores will be 
opened in North Canton and Grove City, Ohio, 
and in Fort Lauderdale, Florida. Additional 
locations are under study. 

Our leased prescription, health, beauty aids 
and photography departments in discount 
department stores continue to do very well. One 
new department has already been opened this 
year in a new Clarkin’s store in Cleveland and 
five more are scheduled ... three in new 


Clarkin’s stores in Cleveland and two in our own 
department stores. 

Prescription business, which accounts for 
about 20 per cent of drug division sales, 
continues to increase steadily and substantially, 
with 5,255,000 prescriptions filled by our more 
than 400 pharmacists last year. Our drug outlets 
are large, well-stocked, attractive, and highly 
competitive. We put strong emphasis on 
cosmetics and provide about 25,000 items 
in a typical drug store, ranging from school 
supplies to gift products, from stationery to pet 
supplies. Selected apparel staples are being 
tested in four drug stores, in co-operation with 
the Rink’s Department Stores Division. 

The drug division also includes our Superior 
Laboratories, operators of photo development 
plants in Cleveland and Columbus. Color and 
black and white prints are developed for our own 
stores, and for other chains and industrial 
customers ... approximately 8,700,000 prints 
last year, in total. This is a profitable and growing 
business, which is a definite “plus” in our 
operations. 

Department Store Operations 

Retail sales to consumers in our Rink’s and 
Bargain City department stores totaled 
$130,500,000, during the past fiscal year, an 
increase of 10 per cent over the comparable 
figure of the preceding year in spite of the fact 
that most of the new stores added during fiscal 
1971 were opened late in the year. 

The sales total includes $87,500,000 by our 
own divisions and $43,000,000 in departments 
leased by other companies, whose volume is not 
included in our sales figures but whose rents 
added $1,552,042 to our total revenues. 

It also is interesting to note that the 
$87,500,000 in sales by our own divisions 
includes $22,300,000 in intra-company volume 
... sales by the drug division in Rink’s and 
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New 276,000 square foot distribution center just 
opened in Cleveland provides the drug division with 
major new facilities for its continuing expansion and 
for increasing efficiency. Size of the warehouse and 
highly automatic materials handling equipment for 
fast movement of some 9000 stockkeeping items are 
illustrated in these photos. Our Bargain City Depart- 
ment Stores Division also completed a new 
distribution center last year, the Rink's Department 
Stores Division is planning a large addition to its 
existing warehouse, and we also obtained a 65,000 
square foot Florida warehouse as part of the trans¬ 
action in which we acquired 27 drug stores there. 
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Bargain City stores, and by Rink's soft goods 
departments in Bargain City stores. This 
indicates the unusual and favorable relationship 
of our divisions, in that the opening of one 
department store means new business not only 
for the division involved but for one and often 
two other divisions as well. 

Our own sales in our department stores were 
nearly seven times higher than in 1965 when we 
entered this field through the acquisition of 
Rink’s, and sales of our various divisions in the 
stores of other divisions alone account for 
13 per cent of our total corporate sales. The 
department stores traditionally have higher profit 
margins than drug stores, and we anticipate 
that the rapid growth of this phase of our 
operations will be reflected in improved profit 
margins. 

Our 27 discount department stores are 
generally in the 100,000 square foot size range, 
located in fast-growing suburban areas. Stores 
of this size average about $4,000,000 a year 
each in sales. Since three of our present units 
are newly acquired and added little to sales 
during the past year, and another new store will 
be open in time for the Christmas shopping 
season, department store sales can be 
expected to increase substantially during the 
current year. A second store is under con¬ 
struction, and negotiations for other locations 
are actively under way. 

Rink's Division 

Rink’s increased sales by 12 per cent to 
$41,600,000 during the past year and also 
improved profit in spite of a generally slow 
consumer economy in the southern Ohio and 
northern Kentucky area it serves. 

Gray Drug purchased three Topps 
department stores in Columbus, Ohio, late 
in the fiscal year for operation by Rink's. These 
are big stores, and are the first Rink’s stores in 
the fast-growing Columbus area. We know this 
market well through operation of drug stores 


there, and it is a logical place for Rink’s to 
expand from its Cincinnati headquarters and 
distribution base. The stores have been 
remodeled and remerchandised and have 
shown substantial sales increases since their 
“grand opening” as Rink’s stores this summer. 

Rink’s now is operating 12 stores, with a 
substantial addition made to its Florence, 
Kentucky, outlet last year. Its 13th store will 
be opened at Kettering, Ohio, in time for the 
Christmas selling season. This store has been 
designed to serve as an architectural and 
merchandising prototype for future Rink’s stores. 
Among its major departments will be those for 
men, women’s and children’s apparel, 
housewares, a complete fabric shop, automotive, 
hardware and sporting goods, and lumber and 
home improvements products. A bright, 
luxurious shopping atmosphere is being 
featured. 

Plans also are well under way for construction 
of a new Rink’s store at Hamilton, Ohio, 2 V 2 
times the size of an existing unit it will replace. 

A 145,000 square foot expansion of the Rink’s 
distribution center now planned will enable 
Rink’s to handle its growing volume and to serve 
a steadily increasing number of additional 
stores. 

Rink’s, which has an outstanding reputation 
for fashion merchandising, operates women’s 
and children’s departments in our Bargain City 
chain as well as in its own stores. Eight of 
these departments in Bargain City stores were 
acquired in January from another company 
which previously operated them on a leased 
basis, and Rink’s now has a total of 15 such 
departments in Bargain City outlets. 

Bargain City Stores 

The Toledo-based Bargain City Stores 
Division increased sales 13 per cent to 
$31,500,000 last year. It also increased net 
income in spite of economic problems in its 
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Department Store Sales 

150 Millions of Dollars 



Architect's sketch of new Rink’s Division depart¬ 
ment store at Kettering, Ohio, is shown at left 
above. Immediately below it is one of three depart¬ 
ment stores recently purchased by Rink’s in 
Columbus, Ohio, with temporary sign erected for 
our ’’grand opening.” Girl in photo above models 
apparel in one of 15 women’s and children’s de¬ 
partments operated by Rink's in stores of our 
Bargain City Division. Eight of these departments, 
previously operated by another company, were 
acquired last January. Sales in our 21 Rink’s and 
Bargain City stores, including sales by leased 
departments, totaled $130,500,000 last year. 
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service area, which was hit hard by the 
General Motors strike, and large expenses 
involved in opening its new distribution center. 

The Rink’s apparel departments in Bargain 
City units, incidentally, had a good year, with the 
eight acquired departments increasing sales 
over volume of the previous operator. 

Bargain City, like Rink’s, has been a pioneer 
and innovator in its basic regional area, and 
enjoys an excellent reputation there. One of the 
best showings among its stores last year was by 
a unit that, under another company, had 
previously been unsuccessful. 

One new store was opened by Bargain City 
last year, at Toledo, and work is under way on a 
large new store at Bellefontaine, Ohio, to be 
opened next spring. A number of other sites are 
under consideration. 

The new Bargain City headquarters and 
distribution center, opened last October is 
working out well, substantially improving 
efficiency and is adequate to sustain major 
continuing growth by Bargain City ... projected 
for northeast Indiana and southeast Michigan, 
as well as in Bargain City’s present northwest 
and central Ohio areas. 

Bargain City, with unusual strength in the 
hard goods field, opened lumber and home 
improvement departments in 12 of its 15 stores 
during the year. Designed for the do-it-yourself 
market, these have been very successful. 

The division previously opened large tire, 
battery and accessory automotive centers 
adjacent to two existing stores. Sales of these 
centers have been rising steadily, and other 
centers are being planned adjacent to other 
Bargain City units. 

Modern, Progressive Organization 

Gray Drug management has been given the 
green light for growth. Many young managers 
have been promoted to increased responsibili¬ 


ties, and the pace of our expansion has created 
enthusiasm throughout our management 
organization. We emphasize modern manage¬ 
ment techniques and procedures, and are aided 
by an IBM system 360 Model 40 installation. 

An advanced accounts payable system has 
been provided for the drug division, and for 
Bargain City through telecommunication with its 
Toledo headquarters. Telecommunication also 
is now being used to enable our photo 
development operation to bill stores through 
our central computer. Rink’s has introduced 
computer control of staple soft goods 
inventories, after a successful experience in 
control of fashion inventory. Our basic methods 
of warehouse inventory control have been 
extended to the new Fort Lauderdale 
distribution center. 

Financial Information 

To reduce current debt incurred in connection 
with our recent acquisitions and to provide 
additional working capital as required for 
our growth, the Company in May sold privately 
$13,000,000 of 15-year promissory notes to six 
insurance companies. Of the total $13,000,000, 
we have taken only $5,000,000 to date, and the 
balance will be taken in October. As a result, 
we are in excellent position for continuing 
expansion. 

Current assets of $56,496,905 at the fiscal 
year-end were in a 1.9 ratio to current liabilities, 
providing working capital of $26,681,612, up 
16 per cent from a year ago. Net worth was 
$31,279,196 or $18.81 a share, and total assets 
were $71,694,489. 

Dividends were continued at a rate of 30 cents 
per share quarterly, or $1.20 for the year. We 
have paid a cash dividend every year since 
1929, our first year in business. 
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591,000 Square 
Feet of New 
Selling Area 
Added in Past 
Year 


Drug Division 



City 

Selling Area 
(Square Feet) 

New Drug Stores Opened 

Alliance Plaza 

Alliance, Ohio 

5,488 

Beaver Valley Mall 

Monaca, Pennsylvania 

7,117 

Chautauqua Mall 

Lakewood, New York 

5,390 

Cincinnati Center 

Cincinnati, Ohio 

3,188 

Greenwood Mall 

Toledo, Ohio 

5,901 

Belden Mall 

Canton, Ohio 

4,236 

Stadium Plaza 

Bowling Green, Ohio 

3,877 

Leased Departments Opened in Department Stores 


Woolco, 4590 East Broad Street 

Columbus, Ohio 

2,418 

Consolidated Sales, 9097 Dixie Highway 

Pleasure Ridge Park, Kentucky 

3,132 

Rink’s, 3575 E. Livingston Avenue 

Columbus, Ohio 

3,600 

Rink’s, 2200 Morse Road 

Columbus, Ohio 

3,600 

Rink’s 3900 Sullivant Avenue 

Columbus, Ohio 

3,600 

Bargain City, 5329 Monroe Street 

Toledo, Ohio 

3,406 

Clarkin’s, 2905 Whipple Avenue, NW 

Canton, Ohio 

4,560 

Clarkin’s, 1051 Canfield-Niles Road 

Youngstown, Ohio 

4,914 

Drug Stores Purchased 

395 West Bagley Road 

Berea, Ohio 

5,391 

20200 Van Aken Boulevard 

Shaker Heights, Ohio 

3,499 

47 East Ocean Boulevard 

Stuart, Florida 

2,000 

607 East Broward Boulevard 

Ft. Lauderdale, Florida 

3,048 

917 North Federal Highway 

Ft. Lauderdale, Florida 

2,510 

614 Miracle Mile 

Vero Beach, Florida 

4,480 

2740 Northwest 183rd Street 

Opa Locka, Florida 

5,800 

746 South Federal Highway 

Stuart, Florida 

4,291 

658 Cypress Road 

Pompano Beach, Florida 

6,940 

1441 South Dixie Freeway 

New Smyrna Beach, Florida 

5,192 

2531 Okeechobee Road 

West Palm Beach, Florida 

6,187 

298 South Federal Highway 

Deerfield Beach, Florida 

7,444 

2525 South Federal Highway 

Fort Pierce, Florida 

3,828 

818 Southern Boulevard 

West Palm Beach, Florida 

9,500 

12557 Biscayne Boulevard 

North Miami, Florida 

4,200 

4666 Northwest 183rd Street 

Carol City, Florida 

5,949 

9600 Northeast 2nd Avenue 

Miami Shores, Florida 

1,400 

200 Lincoln Road 

Miami Beach, Florida 

3,152 

331 Arthur Godfrey Road 

Miami Beach, Florida 

4,310 

1200 South Dixie Highway 

Coral Gables, Florida 

6,950 

202 North Krome Avenue 

Homestead, Florida 

6,508 

3906 Southwest 64th Avenue 

Davie, Florida 

6,286 

2116 Sarno Road 

Eau Gallie, Florida 

5,400 

15043 U.S. #1 

South Miami, Florida 

6,237 

1041 West Oakland Park 

Ft. Lauderdale, Florida 

6,042 

1229 East Blue Heron Boulevard 

Riviera Beach, Florida 

3,900 

6903 West Broward Boulevard 

Plantation, Florida 

7,348 

12852 Biscayne Boulevard 

North Miami, Florida 

5,568 

10422 Northwest 7th Avenue 

Miami, Florida 

6,137 

Outlets Closed or Sold 



Buffalo Thruway-2297 Harlem Road 

Cheektowaga, New York 

7,494 

772 Wehrle Drive 

Amherst, New York 

4,094 

Carousel-5501 Midlothian Turnpike 

Richmond, Virginia 

3,462 

Carousel-6301 West Broad Street 

Richmond, Virginia 

7,278 

1028-34 Central Avenue 

Middletown, Ohio 

1,483 

Net Drug Division Gain — 39 Outlets 

Total 

190,113 

Department Store Divisions 


New Stores Opened 

Rink’s, 3575 E. Livingston Avenue 

Columbus, Ohio 

89,000 

Rink's, 2200 Morse Road 

Columbus, Ohio 

89,000 

Rink’s, 3900 Sullivant Avenue 

Columbus, Ohio 

89,000 

Bargain City, 5329 Monroe Street 

Toledo, Ohio 

75,000 

Store Addition 

Rink’s 

Florence, Kentucky 

12,000 

Leased Apparel Departments Opened or Acquired by Rink's 


Bargain City Stores, 2121 North Monroe Street 

Monroe, Michigan 

6,500 

Bargain City Stores, 1800 North Clinton Street 

Definance, Ohio 

6,500 

Bargain City Stores, 1207 Reynolds Road 

Toledo, Ohio 

6,500 

Bargain City Stores, 5729 Lewis Avenue 

Toledo, Ohio 

6,500 

Bargain City Stores, 2121 Woodville Road 

Toledo, Ohio 

6,500 

Bargain City Stores, 5329 Monroe Street 

Toledo, Ohio 

6,500 

Bargain City Stores, 2600 Sylvania Avenue 

Toledo, Ohio 

4,000 

Bargain City Stores, 602 Conant Street 

Maumee, Ohio 

4,000 

Total Department Store Gain — 4 new stores, 

1 store addition and 8 new leased apparel 

departments 

Total 

401,000 

Grand Total, New Selling Area 


591,113 

And, 12 new drug division outlets are already scheduled for the current fiscal year, plus two large new department stores. 
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Ten Years 
of Progress 



1971 

1970 

Net Sales 

$172,200,853 

$155,964,997 

Net Income Before Federal Taxes on Income 

7,701,881 

7,447,338 

Net Income 

4,095,881 

3,747,338 

Income per Common Share (1) 

2.46 

2.25 

Income as a Percentage of Sales 

2.40% 

2.40% 

Income as a Percentage of Shareholders' Equity 

13.09% 

12.84% 

Cash Dividends Declared—Common Stock 

1,995,048 

1,995,048 

Dividends Per Share (1) 

1.20 

1.20 

Number of Shares Issued (1) 

1,662,540 

1,662,540 

Net Working Capital 

26,681,612 

22,986,096 

Total Assets 

71,694,489 

60,339,545 

Long Term Debt 

10,600,000 

6,400,000 

Shareholders’ Equity 

31,279,196 

29,178,363 

Book Value Per Share (1) 

18.81 

17.55 

Fixtures and Leasehold Additions (2) 

3,753,775 

1,565,531 

Depreciation 

1,469,605 

1,320,722 

Units in Operation—End of Year 

265 

214 

(1) Based upon the number of shares outstanding i 
split of 3 for 1 on September 30, 1960, a 3 for: 
stock split on November 6, 1967. 

at the end of each year adjusted to reflect a stock 
2 stock split on September 30, 1966, and a 5 tor 4 

Sales 

Net Income 



200 Millions of Dollars 5 Millions of Dollars 
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1969 

1968 

1967 

1966 

1965 

1964 

1963 

1962 

$140,752,138 

$124,899,300 

$93,598,735 

$83,352,705 

$73,570,697 

$57,320,337 

$51,875,334 

$44,952,417 

7,432,460 

7,698,566 

6,087,794 

5,581,032 

4,337,653 

2,011,104 

1,399,066 

1,611,213 

4,040,460 

4,193,766 

3,256,894 

2,912,432 

2,176,053 

946,404 

662,366 

801,113 

2.43 

2.52 

2.01 

1.79 

1.72 

.80 

.56 

.68 

2.87% 

3.36% 

3.48% 

3.49% 

2.96% 

1.65% 

1.28% 

1.78% 

14.73% 

16.52% 

14.73% 

14.53% 

16.55% 

8.78% 

6.41 % 

7.87% 

1,995,048 

1,662,540 

1,202,550 

858,805 

568,641 

503,723 

503,723 

476,335 

1.20 

1.00 

.74 

.59 

.45 

.43 

.43 

.43 

1,662,540 

1,662,540 

1,625,040 

1,625,040 

1,266,664 

1,180,601 

1,180,601 

1,180,601 

23,074,329 

21,434,044 

15,077,210 

13,786,368 

12,431,574 

12,132,632 

11,692,984 

11,599,620 

52,751,685 

47,565,850 

33,533,717 

31,711,280 

28,532,091 

22,764,138 

21,203,745 

20,296,698 

7,496,076 

6,592,151 

— 

— 

5,141,300 

5,141,300 

5,230,000 

5,230,000 

27,426,073 

25,380,661 

22,099,435 

20,045,091 

13,144,946 

10,783,652 

10,340,971 

10,182,328 

16.50 

15.27 

13.60 

12.34 

10.38 

9.13 

8.76 

8.62 

1,956,545 

1,661,586 

1,465,563 

1,141,939 

1,184,347 

813,084 

923,337 

713,221 

1,271,545 

1,166,604 

982,297 

967,289 

869,409 

731,322 

758,985 

667,295 

203 

203 

187 

173 

158 

151 

152 

134 


(2) 1971 includes $2,012,744 of property and equipment acquired in the purchase of 27 conventional 
drug stores and a warehouse in Florida and three discount department stores in Columbus, Ohio. 
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Consolidated 

Balance 

Sheets 

Gray Drug Stores, Inc. 
and Subsidiaries 


JUNE 30, 

1971 1970 


ASSETS 


CURRENT ASSETS 

Cash 

Accounts receivable (including in 1971 
$617,539 related to sale—leaseback 
transaction), less allowance of $40,000 

Inventories—priced generally on the 
basis of the lower of cost (latest) 
or replacement market 

Prepaid expenses 

$ 3,951,358 

2,805,875 

48,982,517 

757,155 

$ 2,932,498 

1,595,877 

42,502,024 

716,879 

TOTAL CURRENT ASSETS 

56,496,905 

47,747,278 

OTHER ASSETS 

336,479 

464,095 

PROPERTY AND EQUIPMENT—on the basis of cost 

Land (1971—$452,599; 1970—$471,806) 
and buildings 

921,474 

538,560 

Furniture, fixtures and equipment 

9,956,960 

8,187,402 

Leasehold improvements 

5,056,353 

4,356,024 


15,934,787 

13,081,986 

Less allowances for depreciation and 
amortization 

6,160,783 

5,592,152 


9,774,004 

7,489,834 

GOODWILL—Note B 

5,087,101 

4,638,338 


$71,694,489 

$60,339,545 


JUNE 30, 

1971 1970 

LIABILITIES AND SHAREHOLDERS’ EQUITY 

CURRENT LIABILITIES 



Notes payable to banks 

Trade accounts 

Other liabilities and accrued expenses 

Taxes other than federal income taxes 

Federal income taxes 

Current portion of long-term debt 

$ 6,000,000 
16,412,148 
3,520,376 
995,894 
2,086,875 
800,000 

$ 4,057,160 
13,704,306 
3,031,662 
941,143 
1,930,835 
1,096,076 

TOTAL CURRENT LIABILITIES 

29,815,293 

24,761,182 

LONG-TERM DEBT—less current portion—Note C 



Note payable to bank 

Notes payable to insurance companies 

5,600,000 

5,000,000 

6,400,000 

-0- 


10,600,000 

6,400,000 

SHAREHOLDERS’ EQUITY—Notes C and D 



Common Stock, par value $1 a share: 

Authorized—3,000,000 shares 

Outstanding—1,662,540 shares 

Capital in excess of par value 

Earnings retained for use in the business 

1,662,540 
9,207,297 
20,409,359 

1,662,540 
9,207,297 
18,308,526 


31,279,196 

29,178,363 

COMMITMENTS—Note E 


$71,694,489 

$60,339,545 


See notes to financial statements. 
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Statements of 
Consolidated 
Income and 
Earnings 
Retained for 
Use In the 
Business 

Gray Drug Stores, Inc. 
and Subsidiaries 


YEAR ENDED JUNE 30, 
1971 1970 


Net Sales 

Rent from leased departments 

Other income 

$172,200,853 

1,552,042 
500,575 

$155,964,997 
1,559,945 
374,034 


174,253,470 

157,898,976 

Costs and expenses: 



Cost of goods sold 

115,042,489 

105,352,047 

Selling, general and administrative expenses 

49,016,712 

42,900,157 

Depreciation and amortization (computed 
principally by the straight-line method) 

1,469,605 

1,320,722 

Interest expense 

1,022,783 

878,712 


166,551,589 

150,451,638 

INCOME BEFORE FEDERAL INCOME TAXES 

7,701,881 

7,447,338 

Federal income taxes 

3,606,000 

3,700,000 

NET INCOME 

4,095,881 

3,747,338 

Earnings retained for use in the business 
at beginning of year 

18,308,526 

16,556,236 

Cash dividends declared 

22,404,407 

1,995,048 

20,303,574 
1,995,048 

EARNINGS RETAINED FOR USE IN 



_THE BUSINESS AT END OF YEAR 

$ 20,409,359 $ 18,308,526 

Per share of Common Stock: 



Net income 

$2.46 

$2.25 

Cash dividends declared 

1.20 

1.20 


See notes to financial statements. 

























Statements of 
Consolidated 
Source and 
Application 
of Funds 

Gray Drug Stores, Inc. 
and Subsidiaries 



YEAR ENDED JUNE 30, 
__ 1971 _ 1970 

SOURCE OF FUNDS 

From operations: 

Net income 

$ 4,095,881 

$ 3,747,338 

Depreciation and amortization which 
did not affect working capital 

1,469,605 

1,320,722 

TOTAL FROM OPERATIONS 

5,565,486 

5,068,060 

Proceeds from long-term borrowings 

5,000,000 

-0- 

Decrease in other assets and miscellaneous 

127,616 

-0- 

Decrease in working capital 

-0- 

88,233 


$10,693,102 

$ 5,156,293 

APPLICATION OF FUNDS 



Purchase of 30 conventional drug 
and discount department stores: 

$ 7,260,349 

$ -0- 

Less inventories purchased 

5,247,605 

-0- 

Property and equipment purchased 

2,012,744 

-0- 

Expenditures for property and equipment, 
net of normal retirements 

1,741,031 

1,566,272 

Current maturities of long-term debt 

800,000 

1,096,076 

Goodwill purchased 

448,763 

474,017 

Cash dividends declared 

1,995,048 

1,995,048 

Increase in other assets and miscellaneous 

-0- 

24,880 

Increase in working capital 

3,695,516 

-0- 


$10,693,102 

$ 5,156,293 

Summary of major changes in working capital: 



Asset increase (decrease): 

Cash 

$ 1,018,860 

$ (970,527) 

Accounts receivable 

1,209,998 

319,447 

Inventories 

6,480,493 

7,247,329 

Prepaid expenses 

40,276 

247,164 

Liability (increase) decrease: 

Notes payable to banks 

(1,942,840) 

(2,983,632) 

Trade accounts 

(2,707,842) 

(3,598,526) 

Other liabilities and accrued expenses 

(488,714) 

(436,200) 

Taxes other than federal income taxes 

(54,751) 

(34,191) 

Federal income taxes 

(156,040) 

120,903 

Current portion of long-term debt 

296,076 

-0- 

Increase (decrease) in working capital 

$ 3,695,516 

$ (88,233) 


See notes to financial statements. 
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Notes to 
Financial 
Statements 

Gray Drug Stores, Inc. 
and Subsidiaries 

Years Ended June 30,1971 
and June 30,1970 


Note A—Principles of consolidation and acquisitions: 

The consolidated financial statements include the accounts of the Company and its 
subsidiaries, all of which are wholly-owned. Intercompany transactions and profits have been 
eliminated upon consolidation. 

As of April 30,1971, twenty-seven conventional drug stores and a warehouse were purchased 
from Cunningham Drug Stores, Incorporated at a cost of $4,504,000, and as of April 12,1971, 
three discount department stores were purchased from Interstate Stores, Inc. at a cost of 
$2,756,000. The results of operations of these stores have been included in the accompanying 
financial statements since such dates. Except for net sales, operating results for the 
purchased stores, prior to date of acquisition, are not available. Net sales for the years ended 
June 30, 1971 and June 30, 1970 were $18,625,000 and $18,885,000, respectively. 

Note B — Goodwill: 

Under the terms of a purchase agreement relating to the acquisition of certain companies, 
the Company made additional payments of the purchase price in the amount of 50% of the 
annual combined net income (as defined) of such companies through June 30,1971 and added 
such amounts to goodwill. 

Goodwill at June 30, 1971 represents the excess of cost of investment in purchased 
companies over their recorded net assets at acquisition dates (prior to 1969) and is not being 
amortized because, in the opinion of management, there has been no diminution in the values 
attributable thereto. 


Note C — Long-term debt: 

The note payable to a bank is payable in quarterly installments of $200,000 each through 
March 31, 1975 and a final installment of $3,400,000 on June 30,1975, and bears interest at the 
prime commercial rate (5V2% at June 30, 1971) plus V 4 %. 

During 1971, the Company entered into an agreement with a group of insurance companies 
for the sale of $13,000,000 principal amount of its 9% Notes due June 1,1986 of which notes for 
$5,000,000 were sold in May, 1971 and notes for $8,000,000 will be sold in October, 1971. 

The proceeds are to be used to reduce short-term borrowings from banks in connection with 
the purchases described in Note A and to provide additional working capital. The notes are 
payable in annual installments of $1,300,000 beginning June 1,1977. 

The terms of the agreements include covenants covering maintenance of working capital and 
limiting payments of cash dividends and other capital distributions (as defined). Under the 
most restrictive of these covenants, earnings retained for use in the business of approximately 
$3,796,000 were available at June 30, 1971 for distribution to shareholders. 

The aggregate maturities of long-term debt for the next five years are: 1972 through 1974— 
$800,000 annually; 1975—$4,000,000; 1976—none. 

Note D — Shareholders’ equity: 

Under the Company’s stock option plan, options may be granted to officers and other key 
employees to purchase shares of Common Stock at not less than the market price of the shares 
at date of grant. Options granted become exercisable, cumulatively, to the extent of one-fourth 
annually beginning one year from date of grant and expire in a maximum of five years from 
date of grant. The following summarizes certain information relative to options for the years 
ended June 30, 1971 and 1970: 


Outstanding at July 1,1969 
Cancelled 

Outstanding at June 30,1970 
Granted* 

Cancelled 

Outstanding at June 30,1971 * 


Number Option Price 

of Shares Per Share Aggregate 


32.250 46.25 $1,491,563 

(2,500) $46.25 (115,625) 

29,750 46.25 1,375,938 

18,500 18.375 and 23.75 350,687 

(1,000) 46.25 (46,250) 

47.250 18.375 to 46.25 $1,680,375 


* During 1971, the Company also granted options for 29,250 shares (of which 
options for 1,000 shares subsequently were cancelled) at $18,375 a share, 
to certain optionees holding options for an equal number of shares at $46.25 
a share. The lower-priced options are not exercisable until the previously 
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Notes to Financial 
Statements (Continued) 


granted higher-priced options have expired, and to the extent the higher-priced 
options are exercised, the number of shares subject to the lower-priced 
options will be correspondingly reduced. Should all the lower-priced options be 
exercised, the proceeds to the Company would be $787,469 less than the 
aggregate option price at June 30, 1971. 

At June 30, 1971 and 1970, options for 7,430 shares and 14,375 shares, respectively, were 
exercisable, and at June 30, 1971,2,750 shares were reserved for future grants. 

There were no changes in the Common Stock and capital in excess of par value accounts 
during 1971 and 1970. 


Note E — Commitments: 

The Company and its subsidiaries are lessees under a number of leases extending over 
various periods up to thirty years. The annual aggregate minimum rental payable under such 
leases (many of which provide for additional rental if amounts based on specific percentages of 
sales exceed the minimum) amounted to approximately $6,488,000 at June 30, 1971 and 
$5,245,000 at June 30, 1970. 

In addition to normal purchase commitments, the Company has entered into agreements to 
purchase (subject to certain conditions including in some cases cancellation options) up to 
approximately $2,300,000 of electronic point-of-sale register equipment over the next two years. 


Note F—Pension plans: 

The Company and its subsidiaries have two noncontributory pension plans covering certain 
of their employees. Total pension expense for 1971 and 1970 was $467,000 and $374,000, 
respectively, including amortization of past service costs to the retirement age of participants. 
The Company’s policy is to fund pension cost accrued. 


Note G—Sales tax settlement: 

During 1971, a settlement was reached with the Ohio Department of Taxation regarding 
additional sales tax, assessed against the Company and certain of its subsidiaries in 1970, with 
no material effect on the results of operations for 1971. 


Accountants’ 

Report 


Shareholders and Board of Directors 
Gray Drug Stores, Inc. 

Cleveland, Ohio 


We have examined the consolidated balance 
sheets of Gray Drug Stores, Inc. and 
subsidiaries as of June 30,1971 and June 30, 
1970 and the related statements of consolidated 
income and earnings retained for use in the 
business and source and application of funds 
for the years then ended. Our examinations 
were made in accordance with generally 
accepted auditing standards, and accordingly 
included such tests of the accounting records 
and such other auditing procedures as we 
considered necessary in the circumstances. 

In our opinion, the accompanying statements 
identified above present fairly the consolidated 
financial position of Gray Drug Stores, Inc. 


and subsidiaries at June 30,1971 and June 30, 
1970 and the consolidated results of their 
operations, changes in shareholders’ equity, 
and source and application of funds for the 
years then ended, in conformity with generally 
accepted accounting principles applied 
on a consistent basis. 



Cleveland, Ohio 
August 30, 1971 
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